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What Is Natsource |LLC?

Natural Gas

Coal

Electricity
Environmental Markets

Client base of over 600 major firms

Utilities, Power marketers and IPPs
Large industrials
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— Verified emission reductions
— Discrete emission reductions
© Closed or “Cap & Trade” markets
— NOx Allowances — OTC and SIP/126
— Reclaim
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Wizt |5 Celg & Treicle?

Four steps to achieve emissions reduction goal
Set emissions cap
Allocate allowances to affected units
Measure emissions at unit level
Ensure that allowances held for unit cover its emissions
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N@XSIECIRGREFINES

response

Section 126 is direct regulation of Sources by
Feds

Programs will start in 2003 and 2004
Current OTC states will begin in 2003
All others will start in 2004 under either 126 or SIP
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NOX Budget Trading

Impacted States

|| EoTC States (9)
[ sip/126 Additions (Full) — (9)

[ SIP/126 Additions (Partial)(2)
\/ []SIP Status suspended  (3)

AN A o
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NG Ernllssions Allowelpce

from May 1 through September 30
Standardized, issued in vintage years

Trade-able, usable by sources under any EPA
approved NOx budget trading program

Bankable, unused allowances can be carried
forward with some restrictions under PFC
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- Cement kilns
- Suppliers
-~ Control equipment vendors
© Financial players
— Trading concerns
— Banks and Insurance companies
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GeneralitN@yaViarket IDIVErS

Dispatch
Statutory/Regulatory Drivers
Control levels in regulation

Progressive Flow Control
Finalization of state regulations and allocations

Market Supply/Demand Balance
IN]
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N@xalVaKEeNCORVERIIGRS

(i.e. 50 tons v2003-04 is 50 tons of each)

Normal bid/ask spread:
$25-100 for OTC (3%-12% of underlying)
$75-250 for early SIP Call (1%-5% of underlying)
$0.50-3.00 for SO2 (0.2%-1.5% of underlying)

N
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Emissions Transaction Structures

alls (right to purchase at a particular price
Puts (right to sell at a particular price)
Composite structures: Spreads, Straddles...

Vintage Swaps, Loans
Indexed transactions

Interpollutant swaps
Bundling/swapping with power, coal, etc.
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— Vintage 1999
— Vintage 2000
— Vintage 2001
— Vintage 2002
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Beiplicaie] Alloweirices ey ge
Discoliriisc

— “Large” is a bank >10% of annual allocation

— PFC discounting is applied at the annual true up
to allowances actually being used for compliance

e S|IP/126 have identical PFC provisions to
OTC

Allowance vintage makes a big difference.
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——2003/4 Stream
——2003/7 Stream
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— 1999 Vintage

2000 Vintage

2001 Vintage
—— 2002 Vintage
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BESIC SiilCIUES IoNCORSICEN

Put Sale, Call Purchase or Allowance purchase

Either Long or Short:
Allowance Loans
Earn interest on Allowance holdings prior to use

Forward transactions:
Lock in prices at current levels



Qailrrlizailan Praglenn I 2002

Intended to ease transition
CSP allowances valid for two years
Expect conversion at 5:1 (vary by state)

V1999 not convertible to CSP
V2000 not convertible to CSP In PA

[N
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- Clear Skies/4-Pollutant Plan
- Regional Haze Rule
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Counties Not Meeting EPA's Ozone Proposal Standard
(8 hour, average 3rd maximum, 0.08 ppm)
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140 Broadway, 30th Floor
New York, NY 10005

(212) 232-5305
(212) 232-5353 Fax
www.natsource.com
doppenheimer@natsource.com
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